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LENDING OUR FINANCIAL MACHINERY TO LATIN 

AMERICA 1 

F. C. SCHWEDTMAN 
The National City Bank of New York 

In the history of every country, the transitional period be- 
tween two stages of economic development has been marked by 
new problems and intricate readjustments of the economic life 
and machinery. The United States is now passing through the 
transitional period from a nation whose interests have been 
largely centered within its own borders to one stepping out into 
the arena of world competition. For the past twenty years, 
practically every business change has been a change toward 
greater and greater production totals. The nation must muster 
its trained thinkers to reorganize the financial and industrial 
machinery, as well as to remold the thought of the people in 
order that the rapid growth of commerce and the necessary re- 
adjustments may be facilitated. The development of foreign 
markets makes imperative a vastly-expanded financial machinery, 
not alone to offer all possible trade and banking facilities to the 
international merchants, but to present stable channels through 
which investment capital may flow to borrowing countries. 

UNITED STATES NEEDS A FOREIGN TRADE 

Roused by the appeals for its products from the European 
nations since the titanic struggle began in the fall of 1914 this 
country has responded with all its tremendous productive forces 
in an effort to fill the needs of the consuming war markets. Not 
only has the United States geared up its industrial mechanism 
sufficiently to yield enormous quantities of war munitions (esti- 

1 An address before the American Political Science Association on December 
28, 1916, at Cincinnati, Ohio. 
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mated to be over $3,000,000,000 worth of this material alone in 
1916), but it has been able in some measure to provide the sup- 
ply of merchandise and capital heretofore furnished South 
America principally by England and Germany. The estimated 
value of our manufactures for 1915 is placed at $25,000,000,000, 
almost as much as those of England, Germany and France to- 
gether. We were able to produce for export in 1914 $2,364,- 
579,148 worth of goods; while for the fiscal year ending June 
30, 1916, our exports were $4,333,658,865. With the loss of the 
extremely lucrative war market, we shall find ourselves with a 
manufacturing output out of all proportion to our normal do- 
mestic and stable foreign markets, unless we provide the finan- 
cial auxiliaries to cultivate these foreign markets now while 
the time is auspicious. 

Even before the war there were ample phenomena to warn 
this country that it must evolve the necessary machinery to 
secure and hold a foreign trade if it were to take its place among 
the great nations and grow in population, wealth, and influence. 
It was becoming apparent that our productive powers were out- 
distancing our home markets. Frequent periods of stagnation 
of business disclosed a weak link in our commercial chain. The 
rapid settlement of our western lands has been viewed with 
keen interest, and prophecies made as to the reaction when our 
marginal land should become less productive than the marginal 
land of the newer countries. Under the normal conditions pre- 
ceding the war, the rising prices for lumber, meat, and food- 
stuffs in general, indicated that the time was not far in the fu- 
ture when we should want a new source of these supplies. Due 
to vast natural resources, and the evolution of highly-mechan- 
ized processes, making large-scale production possible, we have 
found ourselves an efficient producer, but lacking a cosmopoli- 
tan market for our manufactures. Without a foreign trade, we 
are in something of the position of a department store who sells 
its various wares only to its employees. 

The statistics of our trade indicate most forcefully the trend 
our commerce has taken. In 1914, just before the war, when 
conditions were normal, of our exports 18 per cent were food- 
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stuffs, whereas, in 1894, foodstuffs comprised 44 per cent of the 
total. Manufactured products just previous to the war equaled 
over 50 per cent of the total exports, as against 23 per cent in 
1894. From 1890 to 1910, the number of persons employed in 
manufacturing and mechanical pursuits increased 90 per cent; in 
agricultural pursuits during the same time, 37 per cent. With 
the artificial stimulus given by the war, in the short space of two 
years we have undergone the change from a debtor to a creditor 
nation, a development that might have taken a generation under 
normal conditions. 

Another portentous development, a direct outgrowth of the 
European conflict, and having a vital relation to the financial aid 
we may render our Latin American neighbors, has been the liqui- 
dation of a great quantity of our foreign-held securities. The 
world stood aghast at the speed with which in a space of a few 
decades we paid off a couple of billion dollars of civil war debts. 
In the two and a half years of the war, we have loaned perhaps 
$1,250,000,000, or an average loan, according to these figures, of 
over $3,000,000 a day throughout this period. Compared with 
these operations, the civil war debt liquidation was indeed a 
retail operation. 

Had these loans and payments taken the form of gold ship- 
ments abroad, our economic equilibrium might have been 
threatened, but the statistics of our gold supply during this 
period demonstrate that the bulk of this process was effected 
through the establishment in our own country of bank credits 
against which war munition contracts have been drawn. The 
result of these new loans, then, as I see it, will be that instead of 
continuing to feed the glittering river of gold that has flowed for 
years through well paved financial channels to our creditors on 
the other side of the Atlantic, we shall now have dammed the 
river at the gates on our own coasts, and the great financial res- 
ervoirs will be filled to overflowing with the gold that formerly 
was paid our creditors for interest and dividends. 

Why not a campaign for "investment at home?" With the 
forces militating for and against this process, you are quite 
familiar. Often ill-advised state and federal legislation in re- 
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gard to public utility operations and investments has made the 
investing public afraid of these enterprises, though undoubt- 
edly untold millions could properly and profitably be expended 
on our own transportation facilities, terminal and wharf improve- 
ments, development of hydraulic power, and the building up 
of an adequate merchant marine. To make investment in these 
enterprises popular to the extent it should be, will require a new 
national sentiment toward business interests — a sentiment that 
will encourage cooperation rather than retard the growth of 
legitimate and needed utilities. 

If we plunge on with our gigantic productive machinery at 
full capacity, with surplus capital accumulating, but lacking a 
stable foreign market with carefully organized financial ma- 
chinery for the conduct of this trade and the investment of our 
capital, we must expect to meet a day of reckoning with a disas- 
trous blow dealt to our national prosperity. A chain is no 
stronger than its weakest link; our industrial chain composed of 
hundreds and thousands of factories and mills and mines will 
snap at the time of the crucial test — the loss of the European war 
market — unless steps are taken effectively and soon. With our 
high wages and high prices, we shall present an alluring market 
in which to sell, but an adverse one in which to buy. Under 
these conditions, what will become of our gold reserve upon 
which our present inflated credit structure is built? The ten- 
dency would be toward an equilibrium, but the contraction of 
credit is always accompanied by unhappy conditions, and the 
readjustment would not insure us protection against a further 
depletion of our gold reserve. Here again is need for a per- 
manently maintained balance of export trade to forestall the 
depletion of our gold reserve. 

WHY SOUTH AMERICA 

The two most promising potential markets are Russia and 
South America. Both are areas of tremendous natural resources 
awaiting only the touch of capital and trade to cause them to 
leap forth into the circle of nations for which their natural ad- 
vantages have fitted them. However, as to Russia, there are 
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already rumors of economic alliances among the Entente nations 
for the distribution of markets after the war, and in any event, 
its mere proximity to European manufacturing centers may pre- 
sent a real handicap to us in our endeavor to develop strong 
trade ties with Russia. Latin America, on the other hand, is 
comprised of sister nations, some of them nations in the making. 
They possess many of the ideals of democracy in common with 
us, and face much the same conditions that we did a half century 
ago. Far-sighted cooperation in international finances now will 
help to weld the golden link of the inter-American trade chain 
to the mutual benefit of all of us. These Latin American coun- 
tries need generous amounts of capital, and purchasers for what 
they have to sell. Seeing the potential greatness of this field, 
England and Germany early bent their efforts toward establish- 
ing themselves to supplying the needed capital for the new na- 
tions' development. The war, however, has caused the serious 
contraction of the credits and loans formerly advanced from 
Europe; and the United States, with a quickened appreciation 
of the benefits resulting from cooperation now, can step into the 
gap left by the lessening of the European supply of goods and capi- 
tal, thus binding closer in mutually profitable relationships the 
nations of the two Americas. 

Like all new countries, South America must look to outside 
capital for its development ; and experience demonstrates that re- 
wards accruing to such capital are greater in the newer fields. 
The opportunities in the building of railroads, steamship lines, 
warehouses, docks, sewers, light, power and gas plants are 
almost unlimited. 

For example, the railroad mileage of Argentina increased 
from 6 miles in 1857 to 10,499 miles in 1901, and to 21,196 miles 
in 1913, practically doubling in twelve years. These 21,196 
miles represent a total investment of about $1,135,220,000, of 
which foreign investors have contributed 88 to 90 per cent. 
The figures on Great Britain's investments in all South America 
can be scarcely more than estimates, but these estimates seem 
to approximate $5,000,000,000, in public loans, public service 
corporations, banks, and transportation systems. The income 
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from this almost inconceivable mass of investments is about 
$250,000,000, yielding slightly over 5 per cent. As the total 
value of the South American exports to the United Kingdom in 
1912 was $310,210,806, the earnings from British investments 
nearly paid for the total imports. The United States investor 
does not lack a precedent in entering the Latin American invest- 
ment field. On the other hand a conservative estimate has it 
that to the end of July, 1916, American capital invested in South 
American government bonds, bank loans, mines, railways, rub- 
ber, light and power plants, and packing plants, aggregated 
approximately $750,000,000. Of this amount, about $80,000,000 
have been loaned on government bonds and stocks since the war 
began. 

LENDING OUR FINANCIAL MACHINERY 

With the intricate mazes of our domestic financial machinery 
including every village and hamlet, it is rather humiliating to 
note how few facilities we have heretofore placed at the disposal 
of our Latin American neighbors. With the passage of the 
federal reserve act in December, 1913, however, national banks 
were permitted to establish branches in foreign countries, and the 
enactment of this law marked the beginning of a new interna- 
tional era in American banking. Only one national bank has 
as yet actively entered the field and established branches in 
South America, so that in discussing our Latin American bank- 
ing machinery, I am compelled to confine myself to the opera- 
tions and experiences of this single institution. Guided and 
directed by the broad vision of Mr. Vanderlip, the National City 
Bank of New York has made its d6but into the banking and com- 
mercial life of the south countries, establishing branches at 
Buenos Aires, Rio de Janeiro, Montevideo, Sao Paulo, Santos, 
Bahia, and Valparaiso. 

Our new branch-banks have not hesitated to enter the banking 
field in all its ramifications functioning as buyers and sellers of 
exchange, collection agents, dispensers of loans and discounts, 
compilers of credit information, and trade reports, and channels 
for investment operations. It is apparent that our importers 
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and exporters have been paying foreign banks a certain proportion 
of the value of all business transacted, and though this ajmount 
oan only be estimated, an idea of this royalty may be had in the 
case of American coffee importations through New Orleans. 
American importers have paid § of 1 per cent commission on the 
drafts with which they pay Brazilian merchants for their coffee. 
This amounted in 1914 to about 6 cents a bag, and as there were 
received through this single port in 1913-14, 1,949,851 bags of 
coffee, the bankers' commissions aggregated $116,987. Gaining 
these commissions, however, is not the fundamental advantage 
expected to be gained in inter-American trade by the advent 
of the American banks. Once an American obligation is con- 
verted into a bill on London and gets into foreign financial chan- 
nels, it passes from the hands of those who might be interested in 
obtaining return purchases by the selling country. 

With the entry of American banks into the financial theater of 
South America, the American dollar stepped on the stage of 
inter-American trade. Previous to the coming of the American 
banks, a merchant paid his bill by purchasing a pound draft on 
London, suffering oftentimes a loss in exchange on converting 
from his native money to sterling, and from sterling to United 
States dollars. Now that dollar exchange has been placed on a 
parity with the other foreign currencies, and with the rapidly 
growing use of the trade acceptance, our branch banks have 
assumed a permanent and important place in this trade. With 
the present conditions operative, an importer in Buenos Aires 
receives a discount rate on a dollar draft in New York of about 
2\ per cent; whereas on English bills he suffers a discount of 
about h-h per cent, plus the English bill stamp. To use any 
but dollar exchange, he must take a direct loss. Under the fed- 
eral reserve act we may confidently look to the evolution of a 
market in New York for dollar drafts, not, indeed, endangering 
in the immediate future the supremacy of London as a financial 
center, but at least creating an American market for the com- 
mercial paper growing out of inter-American commerce. 

Each of the new branch banks has a fully equipped foreign 
trade department and a credit department working in close 
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cooperation. The foreign trade experts study all possible mar- 
kets and report on prices, quality, styles, or any other phe- 
nomena that tend to promote trade. These departments are 
at the service of American exporters and manufacturers, and 
their reports and investigations are proving their worth. It is 
this sort of service that has made the German and English banks 
so effective in serving the needs of both the home producers and 
the foreign customers. This phase of the activities of our for- 
eign banks should be emphasized, for already our exports to 
South America contain a higher percentage of manufactures 
than to any other country except Central America. Our banks 
must act as almost human intermediaries in the barter and sale 
between the countries. Instead of being entirely dependent 
upon foreign banks for credit information and services, the 
American salesman and exporter is now offered these facilities 
by institutions which have a mutual interest in their success. 

CREDIT MACHINERY 

At a meeting of South American diplomats called together by 
the secretary of state in September, 1914, for an informal dis- 
cussion of ways and means to secure a readjustment of the dislo- 
cation of commerce and credits brought about by the European 
war, the secretary asked them what in their opinion could be 
done to alleviate the unhappy conditions obtaining at that time. 
Nearly all of our South American friends referred to the Ameri- 
cans' unwillingness to grant long time credits as perhaps the 
biggest drawback to a Latin American trade. The practice of 
requiring cash payment against shipping documents was, they 
believed, a strong deterrent to the rapid expansion of our trade. 

The credit departments of our new banks are rapidly bring- 
ing the South American business men to a familiarity with our 
credit information system, and the desirability of it. Already 
they have completed very careful investigations of more than 
20,000 South American firms and transmitted a copy to the home 
office in New York. Complete credit information is of the ut- 
most importance in determining terms and rates, and the stand- 
ing of instruments executed by a firm. With reliable reports 
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before him, the American manufacturer or banker is in a position 
to deal intelligently and to grant the best terms the firm deserves. 

The evolution of the commercial letter of credit, called by one 
eminent banker, "the fulcrum of commerce," has been a power- 
ful force in the new machinery for expediting foreign trade. 
This remarkable device enables the South American buyer to 
make credit arrangements with the bank in his own city whereby 
a certain amount of funds is placed to his credit in New York, 
for instance, together with specific instructions as to its pay- 
ment. These instructions usually specify the amount and qual- 
ity of the goods purchased, and require that the draft drawn on 
the bank be accompanied by full sets of shipping documents. 

This enables the American shipper to secure cash against pre- 
sentation of shipping documents in accordance with the credit, 
eliminates delay for the foreign purchaser, and protects all 
parties from unnecessary risk. In the four weeks between No- 
vember 4 and December 2 of this year, the National City Bank 
of New York alone has accepted bills drawn on it under com- 
mercial letters of credit amounting to $4,879,344.93. 

With our branches offering their services in exchange trans- 
actions, trade promotion, credit information, and the general 
operations of a commercial bank, there remained one void in the 
otherwise compact machinery. Under the federal reserve act 
the branches of national banks are apparently restricted in the 
same manner as the parent institution. It remained for our far- 
sighted business men to evolve another organization typically 
American — a corporation — which would fill the crying need for 
an investment agency. With its $50,000,000 capital, the Ameri- 
can International Corporation has been formed to support our 
banks in foreign countries, and to promote the enterprises that 
fall outside the purview of our banking operations. It can 
engage in business beyond the powers of branch banks, can own 
ships, operate, buy, sell, and promote railroads, docks, ware- 
houses, public utilities, mines, factories, and mercantile estab- 
lishments. It may take over a going concern and sell its securi- 
ties to the public, or it may absorb the firm's securities and issue 
its own. With the keenest business men of the country direct- 
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ing its operations, and with almost boundless capital behind its 
$50,000,000 capitalization, this piece of financial machinery may 
prove formidable to European competitors in the building up of 
Latin American industries. After only twelve months of exist- 
ence, this corporation has had presented to it 1230 projects. It 
is now busily training a staff of young men to man its offices 
abroad. Perhaps none of our newly organized machinery will 
do more to bring the Americas into closer and permanent inti- 
macy than this great corporation. 

MERCHANT MARINE 

Though I should like to bring my talk to a close with glowing 
phrases eulogistic of the efficiently organized industrial and finan- 
cial machinery promptly procured and dedicated to our infant 
foreign trade, I am compelled to dampen the enthusiasm of any 
self-satisfied American by a passing reference to the machinery 
we have not provided, and seem in a slow way of providing. 
Without an adequate merchant marine, our present machinery 
is like a shining automobile without an engine. It serves to 
show what the whole machine could do if it were there. It has 
been suggested that a nation without ships is like a department 
store without delivery wagons, dependent on its competitor 
across the street to carry its goods when convenience and rivalry 
permit. Just at present, the United States is running the de- 
partment store and paying a king's tribute on every shipload 
delivered. 

With the growth in population and industry there has not 
come a proportionate growth in our foreign trade and shipping. 
Our American tonnage registered for foreign trade declined from 
2,642,628 in 1861 to a little more than a million (1,076,152) in 
1914. In 1861 ships under the American flag carried 65 per 
cent of our commerce; in 1914, 9.7 per cent. In the latter year, 
Great Britain alone carried 53.7 per cent. 

The war has awakened a new feeling of nationalism in this 
country that may result in developing a greater national suffi- 
ciency. So gigantic have been the war markets that we have prof- 
ited in spite of marine handicaps, and have been blinded from 
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seeing our own pitiful weakness. In normal times the rate on 
wheat from New York to Liverpool is 4 cents a bushel; it is now 
around 40 cents. Rates on provisions have risen in many cases 
from $5 a ton to $1 per hundred pounds, and many products 
cannot be moved at all, due to prohibitive rates. 

Even after we have organized the other financial machinery to 
make available the vast potential business fields of Latin America, 
we find ourselves quite at the mercy of our hired carriers, who 
can control almost at will much of our foreign business. For 
instance, some American producers of Portland cement secured 
orders from Brazil. The first shipments were very satisfactory 
as to quality and price. British cement dealers promptly got in 
touch with the marine interests and with agencies in Brazil. 
The American shippers quickly found themselves facing a pro- 
hibitive rate and ah unjust reputation given their wares in 
Brazil, and further orders were not forthcoming. 

Instead of such restrictive measures as the seaman's act, 
placing differentials against American registries, the British 
and German governments have encouraged and cooperated in 
every possible way in building a marine that formed the pro- 
pelling force of their foreign financial body. With consistent 
government cooperation, the merchant marines have made ample 
returns, with or without subsidy aid, as exemplified by such 
lines as the German Lloyd, Royal Mail, Hamburg American, 
French Transatlantic, etc. In the case of England's trade, she 
has depended so much upon South America for foodstuffs that 
she has a continuous stream of subsidized ships to and from 
Argentina and Uraguay. She has been willing to reduce out- 
going rates to keep her ships with full cargoes, which explains 
why American exporters often find it cheaper to send goods to 
South America via Southampton than direct from New York or 
Boston. 

Freight has to pay transportation costs and will take the 
lowest competitive rate offered- to move it. Whether we buy 
our ships abroad and amend our laws so the flag may fly with 
equal privilege on foreign built ships, or whether we have Ameri- 
can ownership without the flag, we want this pa n t of our finan- 
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cial machinery repaired so that the effectiveness of the whole 
will not be impaired by the weakness of a single part. If neces- 
sary, let us grant a subsidy to compensate for the 5 to 8 per 
cent disadvantage now said to exist. 

With American banks for American business, with a powerful 
investment corporation in operation, and with the urgent need 
of a merchant marine quickening the minds of our commercial 
world, I feel that a start has been made; but the struggle for 
Latin American business will require cooperation in all the de- 
tails. More private banking agencies such as the twenty-five 
or more established by W. R. Grace and Company on the west 
coast, will fill a void in our machinery for conducting sales and 
acting as collection agencies. We should have financial agencies 
in the smaller as well as the larger trade centers of Latin America 
to promote by all legitimate means inter-American business. 
Imitating our European competitors, we should have more 
branch offices in the principal cities, and with these there should 
be trained salesmen who know the language. The experience 
of such firms as the United States Steel Corporation, Armour 
and Company, W. R. Grace and Company, and the Remington 
Typewriter Company, demonstrates the value of branch offices. 

In the United States we must build as a nation in this new 
national enterprise. The Sherman anti-trust law makes no dis- 
tinctions in its sweeping provisions against combinations, but 
we have come to the point where we should put the stamp of 
approval on legitimate cooperative combinations among manu- 
facturers for the purpose of pooling their foreign trade business. 
With this, another mooted question, that of differential freight 
rates for export traffic, should receive intelligent consideration 
and legislation. The sentiment of the people should adjust 
itself if necessary, for the national good, to special prices on ex- 
port goods, not prices below cost, but on narrow margins and 
perhaps below domestic prices. 

Let me in conclusion sum up the links in a sound South Amer- 
ican trade campaign. They are government cooperation with 
business, a prosperous merchant marine, an extensive branch 
banking system, reliable investment agencies for placing Ameri- 
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can capital abroad, cooperative export associations, a trained 
personnel for the multifarious duties of South American trade, 
and an educational system for training men, and lastly more 
means for personal contact between ourselves and our South 
American neighbors, such as exchange of students between the 
universities, trade excursions and personal investigation of 
possibilities by our leading men. Not only must each of these 
factors be developed, but they must be correlated as has been 
done by other successful nations. The hand of opportunity is 
beckoning, are we ready to answer the call? 



